COVID-19 TRANSFER PRICING
CONSIDERATIONS

The unprecedented COVID-19 crisis has affected the cash flow of otherwise healthy
organisations, reducing revenue with little or no reduction in costs. Established
transfer pricing policies may no longer give rise to arm'’s length outcomes due to
extreme disruptions to global workforce, supply chains, and customer demand.

To avoid future challenges by tax authorities, companies should review their transfer
pricing policies now and consider whether - and what - adjustments are necessary.

KEY CONSIDERATIONS

Limited risk entities, usually remunerated to achieve a low but stable
profitability, may also be impacted by the COVID-19 crisis. They may
see a decrease in remuneration, or even losses, due to unfavourable
economic conditions and legitimate business factors. The key question
is, if the allocation of extraordinary expenses/losses are consistent with market conditions and
consequently with the functional profile of the respective entities.

APAs or rulings may need to consider the impact of COVID-19.
Companies should take a proactive approach and reach out to the tax
authorities for discussion. Internal comparables or economic regressions
based on the change in different economic variables in previous crises
(e.g., 2008) could be used as a proxy to estimate the COVID-19 impact when revising or
renewing APAs or rulings, even if the impact will be seen only in 2020 financial year.

2.
APAs and rulings

3. Intercompany finance is key due to the cash flow pressures generated
Cash flow by COVID-19. Access to cheaper financing resources (e.g., government
pressures support) and the high volatility in the current financial markets needs to
be considered when performing benchmark analysis (short and long
term). Loans, cash pooling, guarantees, and any other financial transactions have to be
adjusted based on the current situation, considering the best available alternatives.

4. Due to COVID-19, many countries implemented travel or movement
restrictions; those measures could have a relevant impact on the DEMPE
functions since ‘virtual/remote’ control could be difficult to demonstrate
to tax authorities. These temporary measures should be appropriately
documented to ensure that the economic ownership of the intangibles is not diluted and
negatively impacted.

Substance/
DEMPE

5. As a consequence of movement restrictions, many people are working
from home; in some cases, their home is not in the same country of
employment. This situation could trigger permanent establishment risk
for the companies. Some countries, like (e.g., The Netherlands and Ger-
many) are incorporating special clauses on cross-border worker taxation in light of COVID-19.
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APRIL 2020
www.bdo.ch

Contact us:

Tomas Medina
Transfer Pricing Leader
MBA, Lic. in Business Administration

Phone +41 (0)44 4445817
Mobile +41(0)79 376 48 04
tomas.medina@bdo.ch

Andres Bautista
Transfer Pricing Manager

Phone +41 (0)44 444 58 83
Mobile +41 (0)76 317 05 45
andres.bautista@bdo.ch

BDO LTD
Schiffbaustrasse 2
8031 Zurich

Phone 044 444 35 55

www.bdo.ch




TRANSFER PRICING OPPORTUNITIES
INTANGIBLE COMPENSATION AND RELOCATIONS?
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During and after the COVID-19 crisis, many multinational enterprises are expecting lower
residual profits (or losses). The value of an intangible is derived from the profits/cash

flow it generates. Therefore, intercompany royalty schemes and IP relocations should be
reviewed since the IP value may be significantly lower due to COVID-19.

CONCLUSIONS

Multinational enterprises should take a proactive approach to tackle the COVID-19

crisis. This includes reviewing and adjusting transfer pricing policies in line with market
behaviour — and reaching out directly to the tax authorities. They also need to align

risk crystallization/management with allocation of extraordinary expenses/losses. The
measures and length of the COVID-19 crisis may vary between countries. In this sense,
despite the global nature of the crisis, companies may find that it is not justifiable to make
the same level and type of adjustments for all entities with similar functional profiles. At
BDO Switzerland, our team of experts looks forward discussing the various transfer pricing
implications for your organisation and exploring effective alternatives for you.

A proper transfer pricing policy review may not only mitigate tax risks, but also reveal
opportunities when considering the numerous measures, subsidies and stimulus packages
being implemented.

BDO LTD

BDO Ltd is one of the leading audit,
business services and advisory firms

in Switzerland. We offer services in

our core areas of expertise: audit,
financial services, business services and
outsourcing, tax and legal advisory, and
management consulting. With 34 offices
in Switzerland, BDO's network offers the
most extensive coverage in the industry.
For BDO's people — around 1,300
professionals — close links and expertise
are the key to successful and lasting
relationships with our clients. BDO Ltd
audits and advises industrial and service
sector companies, including SMEs, listed
companies, public authorities and non-
profit organisations.

For clients with an international focus,
BDO draws on a global organisation
spanning more than 160 countries. BDO
Ltd has its head office in Zurich and is
an independent, legally separate Swiss
firm belonging to the international BDO
network, whose head office is in Brussels
(Belgium).

BDO LTD
Schiffbaustrasse 2
8031 Zurich

Tel. 044 444 35 55

www.bdo.ch





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 350
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


